
















IV. CHARITABLE DEDUCTION RULES 

Background 
Since the 1954 Code, the income tax treatment of contributions 

to private foundations generally has been less favorable than the 
treatment of contributions to public charities. Thus, deductions up 
to an additional 10 percent of adjusted gross income were allowed 
for contributions to churches, schools, and hospitals (1954 Code), 
medical research organizations operating in conjunction with hospi
tals (P.L. 1022, 1956), organizations supporting State universities 
(P.L. 87-858, 1962), and publicly supported organizations (Revenue 
Act of 1964). 

In providing (under prior law) an additional 10 percent limitation 
on deducting contributions to public charities while retaining the 
20 percent limitation on deducting contributions to foundations, 
the tax-writing committees drew this distinction on the ground 
that there may be delays (in some instances, for extended periods) 
in redistributions by foundations of contributed funds to operating 
charitable organizations or programs. The additional incentive for 
contributions to public charities was intended "to encourage imme
diately spendable receipts of contributions" for charity,15 so that 
the donated funds for which the special tax incentive was allowed 
would more promptly reach the ultimate beneficiaries. 

Consistently with this underlying objective, the 1969 Act ex
tended favorable tax treatment (e.g., the present-law 50 percent 
limitation) to private operating foundations-i.e., foundations 
which expend their funds directly in charitable programs, rather 
than making grants to other organizations for the latter to then 
apply to charitable uses. In addition, the only two types of private 
nonoperating foundations made eligible for the more favorable 
treatment were organizations which redistribute, within specified 
periods, all contributions received to public charities or operating 
foundations. 

Present law (Code sec. 170) 

In general 
The 1969 Tax Reform Act modified prior-law rules governing 

charitable deductions for contributions by individuals to public 
charities and private foundations.16 In general, the 1969 Act re
tained the differing treatment (dating from the 1954 Code and the 
Revenue Act of 1964) of contributions to public charities and contri
butions to private nonoperating foundations, but extended the 

15 H.R. Rpt. No. 749, 88th Cong., 1st Sess. 53 (1963); S. Rpt. No. 830, 88th Cong., 2d Sess. 58 
(1964). 

16 See H.R. Rep. No. 91-413 (Pt. 1), supra n.3, at 51-56; S. Rep. No. 91-552, supra n.3, at 77-82; 
General Explanation of 1969 Act, supra n.3, at 75-79; 1965 Treasury Report, supra n.3, at 58-63. 
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more favorable treatment for public charities to private operating ~ 
foundations. I 

Percentage limitations I 
I 

The maximum amount which an individual may deduct in one I 

year was raised from 30 to 50 percent of the donor's adjusted gross \ 
income for contributions (other than of capital-gain property) to . 
public charities, and from 20 to 50 percent for contributions to pri- f 
vate operating foundations. The 50-percent limitation applies to 
private nonoperating foundations only if they either redistribute 
all contributions within a specified period after receipt or qualify 
as a "pooled fund" foundation. For contributions of capital-gain 
property to organizations otherwise qualifying for the 50-percent 
limitation, the limitation generally is 30 percent. In the case of all I 
private nonoperating foundations other than the two categories eli
gible for the 50-percent/30-percent limitations, the 1969 Act re
tained the lower percentage (20 percent) which had been generally \ 
applicable to private foundations since the 1954 Code. 

Amounts in excess of the 50-percentl30-percent limitations may 
be carried forward and deducted over the following five years (sub- , 
ject to applicable percentage limitations in those years). There is no 
carryover of excess deduction amounts where the 20-percent limita
tion applies. 

Contributions of appreciated property 
In the case of donations by individuals of capital-gain property to 

private nonoperating foundations where the 20-percent limitation 
applies, the 1969 Act provided that the amount deductible equals 
the asset's fair market value reduced by 50 percent (changed to a 
40 percent reduction by the Revenue Act of 1978) of the unrealized 
appreciation, i.e., of the amount by which the value exceeds the 
donor's basis in the property. In the case of donations by individ
uals of capital-gain property to public charities, etc., where the 30 
percent limitation applies, there is no reduction from fair market 
value. 

Also, the 1969 Act required certain reductions in the deductible 
amount for contributions of donated ordinary-income property, or 
of tangible personal property (such as art works) if use by the 
donee of the property is unrelated to its exempt purposes, whether 
such property is contributed to a public charity or a private foun
dation. Some of the changes made by the 1969 Act to the deduction 
rules for donations of appreciated property were intended in part 
to preclude situations under prior law where a taxpayer could real
ize a greater after-tax profit by making a gift of the property than 
by selling it, paying tax on the gain, and keeping the proceeds. 
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